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TOWN OF EAST HAMPTON
Office of the Town Supervisor
159 Pantigo Road
tast Hampton, New York 11937
Phone: (631) 324 -4141 Fax: (6313 324-278¢

WILLIAM J. WILICINSON
Town Supervisor

June 20, 2013

To the Honorable Members of the Town Board and Citizens of the Town of East Hampton, New York:

I am pleased to submut the first Comprehensive Annual Financial Report (“CAFR™) of the Town of Fast
Hampton ("Town™), New York, for the year ended Decemsber 31, 2012, The financial statements have
been audned by the accounting firm selected by the Town Board, Nawrocki Smith LLP. The
Independent Anditor’s unmodified apinion is included in this report.

This report 18 assembled and published for the explicit purpose of providing the Town Board, Town
employees, citizens, bond holders and other interested parties with the most detailed information on the
‘Fown’s operational and financial strategies and practices.

A fist-ime report of this magnitude 15 a complex and detailed undertaking. It is made easier by the
competency and professionalism of our Financial Staff. Unlike other Towns that have accounting firms or
auditors assemble and complete their report, this report wes the product of in-house staff and this same
staff will continue to spearhead the financial analysis and reporting required 10 ensure our residents and
taxpayers are safeguarded despite the economic challenges present,

Town Supervisor



TOWN OF EAST HAMPTON
Budget Office / Finance Department
159 Pantigo Road
East Hampton, New York 11937
Phone: {631) 324-6888 Fax: (631) 324-7849S

June 20, 2013

Honorable Members of tha Town Board
And Citizens of the Town of East Hampton:

The Comprehensive Annual Financial Report (“CAFR") of the Town of East Hampton, New York
(“Town") for the year ended December 31, 2012, was prepared by the Budget Office and Finance
Department and is submitted herewith. Responsibility for both the accuracy of the presented data
and the completeness and fairness of its presentation, including all disclosures, rests with the Town.

This report is the primary means of presenting the Town's financial activities in a8 manner designed
to set forth fairly, the financial position and the results of the operations of the Town as measured by
the financial activity of its various funds with all disclosures necessary {o enable the reader to gain a
reasonable understanding of the Town's financial position.

The accounting firm of Nawrocki Smith LLLP was selected by the Town Beard to perform an
independent audit of the Town's financial statements as of December 31, 2012 and for the year then
ended to provide reasonable assurance that the financial statements are free from material
misstatement, The auditors’ unmodified opinion on the financial statements, required supplemental
information and other supplemental information are included in the financial section of this report.

The Management's Discussion and Analysis (“MD&A"), in the financial section, provides an
introduction, overview and analysis of the Town's financia! statements. The MD&A complements this
letter of transmittal and should be read in conjunction with it.

The Town is required to undergo an annual “single audit” in conformity with the provisions of the
Federal Single Audit Act (as amended) and the United States Office of Management and Budget
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Information
related to this “single audit®, including the schedule of expenditures of federal awards, findings and
recommendations and the independent auditors’ reports on the internal control structure and
compliance with applicable laws and regulations is also presented within this report in the financial
section.

This report includes government-wide financial statements, fund financial statements of various
departments, agencies and other organizational units, which are considered part of the Town of East
Hampton's financial reporting entity. Criteria for determining the reporting entity and presentation of
the related financial data are established by the Governmental Accounting Standards Board
("GASE"). The criteria include legal standing and financial accountability. Note 2 of the Notes to the
Financial Statements provides detail an their relationship to the Town of East Hampton.



General and Historical Information of the Town

East Hampton is the easternmost town on Long island. it encompasses a land area of
approximately 70 sguare miles on Long island’s south fork and has almost 70 miles of waterfront on
three sides. The Town is bordered by the Town of Southampton to the west, the Atlantic Ocean to
the east and south and Gardiners Bay to the north.

The lands of the Town were purchased from the Montauket indians and cover approximately 30,000
acres. The first settlement within the present jurisdiction of the Town was made by Lion Gardiner on
his privately-owned Gardiners Island in 1839, Organized settlement did not take place until 1648,
The original name of the Town was Maidstone but fourteen years later it became kpown as East
Hampton. Whaling, fishing, farming and cattle-raising were the basis of the settlers’ early economy.

Present day East Hampton provides many artistic, cultural and historic points of interest including
the Second House Museum, Old Hook Mill (built in 1806 and later restored), Deep Hollow Ranch
(the oldest cattle ranch in America), and Guild Hall, home of the John Drew Theater. The Aflantic
Qcean beaches, bays, harbors, and scenic open space remain the Town's prime attractions,
providing swimming, boating, fishing, hiking and bicycling for summer visitors and year-round
residents alike.

Form of Government

The Town of fast Hampion was established in 1788 by the State of New York ("State”) as a
separate political entity vested with independent faxing and debt authority. Situated within the
Town's borders, there is one incorporated village, the Village of East Hampton, and a portion of a
second incorporated village, the Village of Sag Harbor. The Town has four independently governed
schoot districts wholly located within its borders and portions of two others, all of which rely on their
taxing powers granted by the State to raise revenues for school district purposes. The school
districts use the Town's assessment roll as the basis for taxation of property. The Town has four fire
districts wholly or partially located within its borders, all of which rely on their taxing powers granted
by the State to raise revenues for fire district purposes,

The legislative power of the Town is vesied in the Town Board. The Town Board consists of five
members, including the Town Supervisor. The Town Supervisor is the praesiding member and Chief
Fiscal Officer of the Town and is elected for a term of two years. The four other members of the
Town Board are elected to four-year terms.  All the Town Beoard members are elected at large.
There are no limitations as to the number of terms which they may serve.

The Town Clerk serves as custodian of the Town's legal documents and papers, maintains the
minutes of proceedings of the Town Board and is responsible for the publication and filing of all
official notices. Pursuant to the Town Law, the Town Clerk is elected to serve a four-year term. The
number of terms the Town Clerk may serve is unlimited. The Town Budget Officer is responsible for
the Town’s fiscal affairs and the efficient eperation of the Finance Department, including establishing
and maintaining records of and controls on all monies received by the Town, alf accounts maintained
by the Town and all claims against the Town. The Town Receiver of Taxes is responsible for
receiving and collecting all State, County, Town and school taxes and all assessments that may be
levied in the Town. Other officers of the Town include: the Highway Superintendent, which is a two-
year elected position; the Town Assessors, who are elected to four-year terms: and the Town
Attorney, who is appointed by the Town Board.



Services

The Town is responsible for providing most governmental services to its residents. Water service is
provided by the Suffolk County Water Authority and sewage is provided by the individual private
property owners although the Town does accept sewage from private haulers for processing at its
own treatment facility. Highway construction and maintenance is a Town function. In addition,
recreation is provided via parks and beaches which are maintained through Town government.
Other services performed at the Town level include: property assessment, building inspection,
zoning administration and the local justice court system. The Town furnishes police protection, while
the State police provide intermittent patrols of highways and the County police supply special police
services. Fire protection is contracted for through the Town's several fire protection districts.
Education is the responsibility of the six independent school districts located in whole or in part in the
Town. The County provides various social and health services. Certain services are provided
through Town-operated Special Districts. Town-operated Special Districts are managed and
operated by the Town Board.

Local Economy

The local economy depends heavily on tourism and those who travel to the Town to enjoy the many
resort activities and attractive environment. Owners of vacation homes also contribute greatly to the
local economy by using the services provided by local merchants, carpenters, property managers,
restaurateurs and others. Pursuit of the arts also contributes to the local economy with a large local
artist colony that paint and sell their pieces locally at area galleries.

Individuals are attracted to the Town for beach and water related recreation activities, sport fishing,
and leisure activities like hiking and bike riding. People also come to the Town to enjoy the pristine
environment that the Town has so arduously preserved through open space acquisitions financed by
local taxes and revenue produced by the Community Preservation Fund real estate transfer tax
(discussed below).

Some of the biggest employers in Town are part of the local hospitality industry. The Town also has
a commercial fishing fleet and industry, and a number of farmers who grow crops such as potatoes
and corn, as well as more specialized vegetables and products. These products are sold both on a
wholesale/commercial basis as well as on a retail basis at the many roadside farm stands and
farmers markets that can be found throughout the Town.

Because of the second home nature of the Town, real estate is also a major industry and employer
of local residents. The Town benefits from a high assessed tax base created from the value of
primary and secondary homes and the demand for real estate in what is considered a desirable
resort community. At the end of 2012, the market value of the assessed tax base was $24.7 billion,
which averages out to about $1 million per assessable parcel.

The continued vigor of the local housing market is exhibited in the strong sales of valuable homes
during the first quarter of 2013. For example, during the week of March 18, six homes closed in the
Town with a sales price of over $2 million, and of those six, two sold for over $4 million. Three other
homes sold for over $1 million.

The Town has weathered the slowdown in the national economy over the last several years with a
healthy real estate market that has seen mortgage tax collected in 2012 exceed initial projections by
$948,320 (or 34%). Community Preservation Fund revenues increased from $14,340,048 in 2011 to
$22,165,704 in 2012, an increase of $7,825656 (or 55%), which reflects a strong local housing
market in 2012 since the revenue comes from a 2% transfer tax on sale proceeds over $250,000 for
improved properties and $100,000 for unimproved properties.

==



Median family income has been consistently higher in the Town than the State at large. The latest
information for 2010 shows State median family income at $55,217, with the Town's median at
$72,803.

Community Preservation Fund - Real Estate Transfer Tax

In 1998, the Town, along with four other Fast End towns on Long fsland, was authorized by the New
York State |egislature to collect a 2% real estate transfer tax to achieve open space and farmiand
preservation through the voluntary acquisition of land and developmaent rights in targeted areas
pursuant to a Community Preservation Fund (“CPF") Project Plan ("Plan”). Such transfer tax
monies are restricted and are not generally available for ordinary Town purposes. The legislation
authorizing the 2% real estate tax is set to expire on March 31, 2030.

One of the goals of the CPF is to preserve lands which contain: “fresh and saltwater marshes™
“aquifer recharge areas”; "undeveloped beach lands or shoreline”, “pine barrens”, and “rivers,
river areas in natural, free flowing condition”. In addition, the Plan states that the preservation of
"unique or threatened ecological areas” will be considered to protect unique coastal or estuarine
habitats. Furthermore, the CPF allows for "restoration and preservation of historic properties.”

The CPF's primary purpose is to protect the above described lands from development by
preserving them through purchases of land, development rights and conservation easements.
According to the CFPF, moderating or reducing development will limit the amount of fertilizers,
pesticides, oil spills and leaks, septic system leaks, and street runoff which would otherwise drain
Into surface waters or groundwater recharge areas. This will also protect surface water and
groundwater by limiting developmaent.

The 2% real estate tax is collected by Suffolk County and transferred to the Town monthly, and
received into its Community Preservation Fund. The tax was implemented on April 1, 1999, As
of December 31, 2012, the CPF had generated approximately $231.5 million in total revenues.
Total land purchases for the Town totaled approximately $212.2 million as of December 31,
2012, including purchases funded with money borrowed and to be repaid with future CPF
collections. In 2012, vearly revenues rose by 55% to $22.2 million or $7.8 million over the
previous year. After purchases for 2012, the ending fund balance in CPF was $36,206,500.

On June 2, 2000, the Town adopted a resolution authorizing a capital appropriation of $20 million for
the acquisition of land or rights in land for preservation purposes to be repaid with CPF revenue,
Following the adoption of the first bond resolution, the Town adopted additional resolutions pursuant
to this program authorizing the appropriation of an additional $37.6 million for the acquisition of open
space pursuant to this program to be paid off over time using future CPF revenues.

The Town has continued to aggressively acquire environmentally sensitive land and open space
using CPF revenues as the collection of that revenue has baen robust over the last several years
with approximately $22.2 million collected in 2012 (the fourth highest year of collections during the
14 years since the program has been in existence) as described earlier,

Over the last three years, the Town has taken a number of steps to strengthen the accounting for
CPF funds. The Town engaged the accounting firm, Cullen & Danowski LLP, to conduct yearly
financial audits of the fund. The audits have shown significant improvements in the accounting and
management of the program and ifs revenues after some problems were identified with financial
activities attributed to certain accounting and spending actions in the fiscal years 2004 through 2009,



Prior Administration’s Financial Problems and the New Administration's Fiscal Recovery
Plan and the Implementation of New Internal Controls that have Turned the Town Around

For several years prior to 2010, the Town experienced financial difficulties as a result of consistently
under-budgeting expenses and over-budgeting revenues by the previous administration. During the
period 2005 through 2008, the Town's former Budget Officer unlawfully used Community
Preservation Fund monies to fund the Town's operating expenses, thus concealing consecutive
years of substantial operating deficits,

Magnitude of the Financial Problem

After completing an exhaustive analysis of financial activities for the years ended 2004 through
2009, on March 2, 2011 the Office of the State Comptrolier certified the Town's accumudated deficit
# December 31, 2009 as follows:

Genaral Fund $ 17173845
Town Qutside Village Fund 10,084,057
Total accumulated deficit LY LT

Pursuant to Special State Legislation, the Town Board was authorized to issue bonds or notes to
fund the accumulated deficit in its General Fund and Town Qutside Village Fund. The Town Board
adopied two bond resolutions authorizing the issuance of not to excead $30 million in serial bonds to
fund its accumulated deficits.

On June 29, 2010, the Town issued $9,490,000 of deficit reduction bonds and on June 2, 2011, the
Town issued an additional $11,775,000 in deficit reduction bonds to fund the accumulated deficits at
December 31, 2009, The balance of the Town's deficit was reduced as a result of positive operating
results for the years ended December 31, 2010 and 2011. Going forward, the Town is not
authorized to issue any additional bonds or notes pursuant to the Special State Legislation or the
bond resolutions adopted by the Town pursuant to such Special State Legislation.

Based on the Town's audited financial statements, through the immediate introduction of financial
disciplines, re-engineering and efficient operating protocols, the Town generated an $11.3 mitlion
operating surplus in its General Fund and Town Quiside Village Fund for the fiscal year ended
December 31, 2010, the first year under the management of the current administration. A portion of
this surplus was used to help reduce their deficits; repay other Town funds which were owed money
by them; and fund new reserves established by the Town Board. In 2011, the Town continued its
fiscal recovery with very positive operating results. The result was the first positive cumulative fund
balances in the General Fund and Town Qutside Village Fund since 2004,

The Town's 2012 financial results indicate that the General Fund and Town Qutside Village Fund
perfarmed equal to or better than budgeted projections and the Town realized operating surpluses in
those funds (see the fund balance chart below and independent audit report).



Fiscal Recovery [nitiatives

The Town Board adopted measures to increase revenues and reduce expenditures during the 2010,
2011 and 2012 fiscal years, which improved the Town's financial performance. The Town also
retained a new independent auditing firm after the fiscal problems heretofore described were

identified.

Working with the financial team assembled by the new administration, the new

independent auditors have issued their audit reports on a timely basis since 2010. Those reports
have prograssively contained fewer and fewer comments as past problems have been resolved.

Since taking office on January 1, 2010, the current administration has taken a number of actions to
improve the Town's finances. These actions include:

L ]

New internal controls related to purchasing and procurement, and the transfer and use
of funds,

The redrafting and sirengthening of the Town's Purchasing and Procurement Policy.
The submission of three-year financial plans for the Town to the State Comptrolier with
annual ypdates.

The use of a Town Budget Advisory Committee to assist in creating new policies and
procedires.

Participation in the New York State early retirement incentive program which resulted in
a reduction of 33 full-time positions in 2010. This created a savings of approximately
$2.7 miliiory in annual salary and benefit costs for 2011 and future recurring savings.

A staff reduction of 18 open positions that were funded and either not filled on January
1, 2010 or became unfilled during 2010, Those positions were eliminated in the 2011
budget, thus creating additional savings of $1.53 million.

The generation of over $250,000 in revenue from a combination of new boat sfip and
parking fees, and the sale of surplus equipment.

Proposed cuts in services and programs that generated approximately $1.2 million in
savings on a recurring basis, including the elimination of the leaf pick up program in the
fall of 2010 and the closure of a Town recycling center one day per week which began
on April 6, 2011,

in the process of finalizing the sale of its half interest in a golf course owned jointly with
the Town of Southampton for $2.2 million and negotiating the sale of up to four
condominiums it owns for a price of approximately $1.5 million.

Creating a separate line itern on each taxpayer's tax bill identifying the portion of the
General Fund levy attributed to the cost of deficit financing (the Town's goal is to
create transparency in the reporting of financial information).

Fee increases beginning in the summer of 2011 for items taken in at the Town's
recyeling center,

No new capital projects authorized in 2010 and 2011, in an effort to slow down non-
deficit related borrowing and to provide a period of time to assess ongoing capital
projects and evaluate the impact of these projects on future debt service,
Implemeantation of a well thought out three year capital plan and budget for the year
beginning 2012 {with revisions and updates in 2013) for projects and equipment
needed for effective Town operations without unnecessarily increasing long-term debt
and debt service,

Monitoring cash flow on a regular monthly basis over the last three and one half years
(as recommended by the State Comptrolier's Office) to ensure all actions taken are
done so prudently and in a manner that is fiscally responsible and fair to taxpayers.

-10-



v Reducing full-time employees through attrition (i.e. retirement) and by not automaticatly
backfilling open positions (the Town, as of May 1, 2013, has 303 full time budgeted
employees compared to 401 in 2009},

° Continued scrutinizing of all vacated positions to determine if replacement staff is
necessary or if befter management structure is a viable alternative.

® Reorganization of the Human Resources Department in 2012 by streamlining and
incarporating the functions into the Finance Department (the recrganization has saved
the Town $140,000 in recurring annual costs while not reducing service to emplovees
or County Civil Service),

» Using some of the excess in the Highway and Sanitation Funds for capital itermns such
as the purchase of heavy duty vehicles like plows and dump trucks for the Highway
Department (many of which were purchased through government surplus internet
sites), and to engineer the renovations at the Sanitation Department (in this way the
need for additional debt service was curbed thus assisting to neutralize the impact of
deficit financing on the budget over the long-term).

In addition, the Town Budget Officer has assessed the design and operating effectivenass of
selected internal controls which has provided an improved understanding of the flow of
transactions, including information technology aspects to identify points at which financial
misstaterments can occur. In particular, a new method of tracking all capital projects and finances
refated to those projects has been designed and implemented. Using its budget software, the
Town is tracking capital projects and their underlying sources of funding on a project by project
basis,

The traved policy for all Town employees was revised for 2011. Internal controls and segregation of
duties have been implemented with respect to the transfer of funds between bank accounts and
wiring of funds. In many cases, three individuals prepare and/or review sl transactions and
transfers.

Internal controls have continued to be strengthenead throughout 2012 with the establishment of the
Town's Internal Audit Division, which fulfills a recommendation made by several outside agencies
performing oversight of the Town, such as the independent auditors. n the Town's audited
financial statements for the year ended December 31, 2011, the Town's auditors did not find any
significant deficiencies or material weaknesses in internal control with respect to the Town
operations. As a result, the Town anticipates continued efficiency and cost effectiveness in its
opearations.

The plan has not only led to the elimination of the General Fund and Town Qutside Village Fund
deficits, it has also served to stabilize tax rates (see the fund balance chart and the tax levy chart
below). The tax levy has decreased by over $4 million between 2009 and 2013, all while working to
generate fund surpluses. The result is also better balance in surpluses between the major funds in
line with the Town's policy of maintaining 20% surplus in each fund. The schedule below illustrates
that the Town has done much to reach its goal of balanced surplus between funds and creating
ample reserves in the General Fund in particular. The Town has never exceeded its State imposed
tax levy cap.

~11-





































































































































































































































































